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FEDERAL CREDIT UNION REGULATIONS 





MONDAY, JULY 23, 1956 


Hovuse OF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., in room 1301, House Office Building 
Hon. Brent Spence (chairman) presiding. 

Members present: Messrs. Spence (presiding), Brown, Multer, 
Barrett, Fountain, Talle, McDonough, Betts, Hiestand, Nicholson, 
and Bolton. 

The CuarrMAN. We are met this morning to consider H. R. 9983, 


concerning loan procedures for Federal credit unions. 
(The bill follows:) 
[H. R. 9983, 84th Cong., 2d sess.] 


A BILL To amend the Federal Credit Union Act with reference to procedure as to making loans by Federal 
credit unions and to provide authorization for loan officers of Federal credit unions 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first sentence of paragraph (5) of section 
7 of the Federal Credit Union Act (12 U.S. C. 1757 (5)) is amended by inserting 
after the words “as the credit committee’? and before the words “‘may approve’’ 
the following ‘(except as provided in section 11 (d) of this chapter)’’. 

Sec. 2. Subdivision (d) of section 11 of the Federal Credit Union Act (12 
U.S. C. 1761 (d)) is amended by striking out the period at the end of the second 
sentence and by inserting in lieu thereof a colon and by inserting after the colon 
and before the last three sentences of the subdivision the following: ‘‘Provided, 
however, That, (i) the credit committee may delegate to the treasurer or assistant 
treasttrer authority to approve a loan to a member of a Federal eredit union which 
is secured in its entirety by an assignment of shares in such Federal credit union 
owned by such member which are not impaired by pledge or assignment as security 
on any other loan to such member or others, and (ii) the credit committee may 
appoint one or more loan officers, who may be the treasurer or assistant treasurer, 
and delegate to him (them) power to approve or disapprove loans within limita- 
tions authorized by the committee on any such loan officer. The applicant for a 
loan may appeal from the decision of the loan officer to the credit committee. 
No loan officer, including the treasurer or assistant treasurer, if appointed as such, 
shall have authority to disburse funds of the Federal credit union for any loan 
which has been approved by him except as to loans secured in accordance with 
subdivision (i) of this subsection. No more than one member of the credit 
committee may be appointed as a loan officer. A loan officer may be compen- 
sated to the extent authorized by the board of directors. All loans approved by 
treasurer, assistant treasurer, or a loan officer shall be reviewed by thecredit 
committee at its next regular meeting.” 


The CHartrMan. The first witness is Mr. Gannon, from the Depart- 
ment of Health, Education, and Welfare. 


STATEMENT OF J. DEANE GANNON, UNITED STATES DEPARTMENT 
OF HEALTH, EDUCATION, AND WELFARE 


Mr. Gannon. I have a statement to read, Mr. Chairman, and then 
T will leave it with you. 

Mr. Chairman, and members of the Banking and Currency Com- 
mittee, I am J. Deane Gannon. Director of the Bureau of Federal 
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Credit Unions of the Department of Health, Education, and Welfare. 
The Department appreciates this opportunity to present its views 
on the proposed legislation affecting procedures for approving loans 
by Federal credit unions. 

H. R. 9983 would amend the Federal Credit Union Act so as to 
permit more adequate consideration of loan applications and would 
expedite service to members of Federal credit unions. 

The present provisions of the act with respect to approval of loans 
have not been changed since the original act was adopted by Congress. 
Under present provisions it is necessary that every application for a 
loan be acted upon by the credit committee. The credit committee 
consists of three or more members who serve without compensation. 

In the larger Federal credit unions, with membership often in the 
thousands, there are usually a substantial number of loan applications 
each week and it becomes very burdensome for the credit committee 
to give prompt and thorough attention to such a volume of loan 
applications. 

This bill would provide authority whereby the credit committee 
could delegate some of its power to approve loans to a Joan officer or 
to the treasurer or assistant treasurer. 

The board of directors would also be given authority to fix the 
compensation of such a loan officer. 

Certain desirable safeguards are incorporated in ,the bill, such as 
the requirement that the proceeds of the loan would be disbursed by 
some officer or employee other than the officer who had approved the 
loan except when the loan is fully secured by unencumbered shares 
of the borrowing member. 

It is our opinion that the proposed amendment to the act is a 
needed modernization of the credit approval machinery for Federal 
credit unions. We recommend that the bill be enacted into law. 

The CHarrMan. Thank you, Mr. Gannon. 

The administration approves of the passage of this bill? 

Mr. Gannon. That is right. 

The CHAIRMAN. Very well. 

Are there any questions? 

Mr. Mutrer. Yes, Mr. Chairman. 

The CuarrmMan. Mr. Multer. 

Mr. Mutter. Mr. Gannon, when was this bill introduced? 

Mr. Gannon. March 15, Mr. Multer. 

Mr. Mutter. Of this year? 

Mr. Gannon. That is right. 

Mr. Mutter. Was the bill prepared by your office? 











Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
it was 


Mr. 


GANNON. 


MUULTER. 
GANNON. 


MULTER. 


GANNON. 
MULTER. 
GANNON. 


Thursday. 


MULTER. 


No, sir; it was not. 

Did your office request the bill to be introduced? 

No, sir. 

Vhen did you get notice of this public hearing? 

Last week. 

Do you know what day? 

I think it was Thursday. I am not sure, but I believe 
I was out of the city. 

Mr. Cardon, when was notice of this hearing, this 


public hearing, given to the membership of this committee? 
Mr. Carpon. Friday. 


The Cuarrman. Mr. Patman requested the hearing on the bill. 


He 


had 2 bills here and 1 of them was disapproved by the administration. 
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I knew it couldn’t go through without a fight, but this bill was ap- 
roved by the administration, and Mr. Rhodes was very anxious to 
sen it, and it was set for hearing today. 

Mr. Mutter. Who is Mr. Rhodes? 

The Cuarrman. Mr. Rhodes is manager of the Washington office of 
the Credit Union National Association, Inc. 

Mr. Motrer. What is the number of the other Patman bill? 

Mr. Carpon. H. R. 8273. 

Mr. Mutter. That was introduced when? 

Mr. Carpon. I don’t have that information here now, Mr. Multer. 

Mr. Mutter. Will you get me a copy of the bill, please? 

Mr. Carpon. Yes, sir. 

Mr. Mutter. Am I right that the first notice of this public hearing 
appeared in the Congressional Record of Saturday, the 21st of July 
1956? 

Mr. Carpon. The first public notice? 

Mr. Mutter. Yes. Was there any notice in the Congressional 
Record of this public hearing prior to Saturday, July 21? 

Mr. Carpon. Not to my knowledge; no, sir. 

Mr. Mutter. I want the record to show that that Congressional 
Record of July 21 reached the Members’ desks this morning, Monday 
morning. 

Mr. Berts. I object to that. 

Mr. Mutter. Isn’t that the fact? 

Mr. Betts. No. I don’t think that has anything to do with the 
bill. 

The CHatrMaN. If we get any bills through, this seems to be the 
time, and you can’t give them very long notices. 

The committee ought to be alert and be ready to come here when 
they get the notice. 

Mr. Mutter. What part of the public has gotten any notice and 
been alerted so they can come in and be heard on this bill? Do you 
know, Mr. Gannon? 

Mr. Gannon. No, I couldn’t answer that question, Mr. Multer. 

Mr. Mutter. Mr. Gannon, credit unions, when originally organized 
and as they still exist today, are supposed to be non-profit-making 
organizations; are they not? 

Mr. Gannon. That is right. 

Mr. Mutter. They are supposed to be small groups of individuals, 
either in a particular company or in a little area where they are trying 
to help themselves with loans that they can’t get from other lending 
facilities, such as banks and insurance companies and the like; isn’t 
that so? 

Mr. Gannon. That is so. 

Mr. Mutter. They are intended to be run by the membership of 
the credit union? 

Mr. Gannon. That is right. 

Mr. Mutter. Do any of these credit unions employ paid officers? 

Mr. Gannon. Yes, they do; the larger ones do. 

Mr. Mutter. Do any of the smaller ones employ paid officers? 

Mr. Gannon. Paid employees. 

Mr. Mutter. But none of them, large or small, pay their officers? 

Mr. Gannon. That is right, as such, except the treasurer. 

Mr. Mutter. And the treasurer has no lending power? 
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Mr: Gannon. No, he does not. 

Mr. Murer. He just collects the funds. and disburses them in 
accordance with the orders of the board of directors or .a similar 
governing body of the credit union? 

Mr. Gannon. And keeps the records. 

Mr. Mvtrer. This is.a departure from that general rule; is it not? 

Mr. Gannon. Yes, it is, in a limited way. 

Mr. Mutter. In a limited way. This act would give these credit 
unions the right to hire and pay loan officers? 

Mr. Gannon. That is right. 

Mr. Mutter. That is a departure from the existing statute? 

Mr. Gannon. The credit committee is not now paid for its services. 

Mr. Mutter. And the loan officer is not paid? 

Mr. Gannon. We have no loan officer now. 

Mr. Mutter. Credit unions, large or small, have no loan officers? 

Mr. Gannon. No. They have the credit committees. 

Mr. Murer. So instead of the credit committees, this would permit 
the credit union to hire a loan officer? 

Mr. Gannon. It would permit the credit committee to delegate 
to a loan officer some of its powers, such as the approval of loans fully 
secured by members on shares. A number of people save money in 
these credit unions, and so that they. would not lose their dividend 
by withdrawing it, they may elect to borrow against their share 
account. Under this authority, the treasurer or assistant treasurer 
in that instance might permit a loan, fully secured by the unimpaired 
shares of the member, without prior approval of the credit committee. 

The CHarrman. The loan officer may be the treasurer, assistant 
treasurer? 

Mr. Gannon. That is right. 

Mr. Mutter. He may be an outsider. You may go to the local 
bank and hire away from the local bank their loan officer? 

Mr. Gannon. It is possible. I doubt that would happen, Mr. 
Multer. I would think probably under this arrangement it would be 
a member of the credit committee or it might be someone who is in 
the credit union office presently. 

Mr. Mutter. Is there anything in this bill that limits it to such 
person? 

Mr. Gannon. No, there is not. 

Mr. Muurer. The language is sufficiently broad so as to authorize 
the credit committee to employ anyone they please as loan officers? 

Mr. Gannon. Under the present language, ves. 

Mr. Botton. Would the gentleman yield? 

Mr. Mutter. Yes. 

Mr. Bouron. Actually, under this bill, sir, the thought behind it is 
getting away from the cooperative setup and tending toward a cor- 
porate setup; is it not? 

Mr. Gannon. Well, I believe the thought behind it is to give relief 
to these three members of the credit committee who served without 
compensation. Under the present law they must hold a meeting 
and approve all loan applications. 

Mr. Botton. In which case they are acting in their elected capacity 
for the members of the credit union? 

Mr. Gannon. That is right. 
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Now, this would give them relief in that they might delegate under 
certain limitations the approval of loans so that they wouldn’t have to 
handle all of the loan applications for prior approval. 

The CHarrMAN. But those loans would be finally approved by the 
committee; wouldn’t they? 

Mr. Gannon. That is right. There would be a post review by the 
committee. 

The CHarrnMAN. He wouldn’t have the power to absolutely write the 
loan. He would report back to the committee? 

Mr. Gannon. They would report all of the loans they had acted 
upon to the committee for subsequent review. 

Mr. Brown. All loans are made to members? 

Mr. Gannon. All loans are confined to members only. 

Mr. Barrerr. Isn’t it true that the loans may’ be granted by the 
individual loan officer, and if he turns the applicant down, the appli- 
cant would have a right to appeal to the committee? 

Mr. Gannon. That is right, sir. 

Mr. Barrett. Wouldn’t he be authorized to make loans directly 
without coming back to the committee? 

Mr. Gannon. He may make the loan, but he has to report the loans 
that he has approved to the committee for subsequent review. 

Mr. Barrerr. But not until after the loans are made? 

Mr. Gannon. That is right. 

Mr. Barretrr. What would be his salary per annum? 

Mr. Gannon. Well, it just would be very difficult, because it would 
depend upon the size of the credit union and the amount of activity. 
It might be just a few dollars, or it might be a full-time occupation. 

Mr. Barretr. How would it affect the ability of the credit union 
by having paid employees? 

Mr. Gannon. We have a number of credit unions which are large 
enough to have full-time employees. They maintain books and 
records. As it is, the credit union must come to the employees and 
records to determine what their experience has been with a borrowing 
member prior, in order to determine whether or not they might want 
to approve a present application, so these people will become involved 
in the process, although at the present time they have no authority to 
approve a loan. It still remains with the credit committee. 

Mr. Barretr. What is your opinion; would it give better security 
or not? 

Mr. Gannon. I don’t believe it would alter that phase one way or 
another, sir. I think it would be in the matter of expediting handling 
of the applications. 

Mr. Barretr. You don’t feel if one would render a service gra- 
tuitously, he might become slipshod? 

Mr. Gannon. I don’t believe so, sir. At least that hasn’t been our 
experience. 

Mr. McDonovuen. What has been his responsibility if he should 
make an error? Is he bonded? 

Mr. Gannon. He would be bonded; yes, sir. 

Mr. McDonovueu. All of these added employees this bill would pro- 
vide would be bonded? 

Mr. Gannon. We require them to carry a blanket bond, sir. 


82554—56——2 
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Mr. McDonoveGu. You represent the credit union. You are a 


director of the credit union for the Department of Health, Education, 
and Welfare? 


Mr. Gannon. Yes, sir. 

Mr. McDonoveu. Are you the largest Federal credit union in the 
Federal Government? 

Mr. Gannon. We supervise and examine the Federal credit unions. 
We are the supervising agency over all credit unions. 

Mr. McDonoveu. Which department has the largest membership? 

Mr. Gannon. I would think the Pentagon, offhand. 

Mr. McDonovuaenr. Defense Department? 

Mr. Gannon. Yes. 

Mr. McDonoveu. You are familiar with the bill that is pending 
in the Congress, that I have received a great deal of mail from State 
credit unions, other than the Federal Government, that oppose insur- 
ing the loans through the guaranty insurance on the shares; are you 
familiar with that legislation? 

Mr. Gannon. There is no such legislation, sir. The matter has 
been discussed, but there is no legislation. 

Mr. McDonoven. But the general attitude is that they are opposed 
to it? 

Mr. Gannon. I understand that. 

Mr. McDonoveu. Is that true with the Federal credit unions? 

Mr. Gannon. There are two schools of thought with respect to it. 
There are some that are in favor and some that are opposed. 

Mr. McDonovaeu. The insurance would require what, a half of 
| percent of deposits? 

Mr. Gannon. Well, as I say, sir, there has not been any legislation. 
There has been some consideration. I think it has been estimated 
that one-eighth, or some fraction like that, would be adequate to 
provide the same type of insurance. 

Mr. McDonovugu. Is it possible for a Federal employee to buy 
shares in a State credit union and participate? 

Mr. Gannon. Well, ves, to this extent: That there are State- 
chartered credit unions operating in the various States, and they may 
have a credit union serving Federal employees operating, say, in the 
State of Illinois, so that a Federal emplovee would be a member of a 
State-chartered credit union. Federal credit unions are not confined 
to Federal emplovees, sir. 

Mr. McDonovuenu. They are not? 

Mr. Gannon. No, sir. 

Mr. McDonoveu. But the Federal credit unions are chartered by 
the Congress; are they? 

Mr. Gannon. Yes, sir. 

Mr. McDonovaen. And the State credit unions are authorized by 
State legislation? 

Mr. Gannon. That is correct. 

Mr. McDonovcu. Then you have county credit unions. 

Mr. Gannon. County employee credit unions. 

Mr. McDonoven. And citv emplovee credit unions. 

Mr. Gannon. Yes, sir. 

Mr. McDonovenr. Which you have no jurisdiction over at all? 

Mr. Gannon. We do if they are under a charter. 

Mr. McDonoveu. In other words, a county can obtain a Federal 
charter? 
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Mr. Gannon. Yes, sir. 

Mr. McDonovueu. What is the advantage of a county having a 
Federal charter? 

Mr. Gannon. It would be a matter of whether or not they pre- 
ferred the Federal law to the State law in their particular State. 

Mr. Botton. Could you tell us what the comparison with State 
laws is as far as this particular provision in this bill is concerned? 
Do State laws permit this or do they not? Or is it not uniform? 

Mr. Gannon. I say this without having any particular research. 
I do not believe that there is any such similar provision in a State 
law as of now. I can’t say that positively, though. 

Mr. McDonovueu. What are the capital funds invested in? What 
do they invest the capital funds in? 

Mr. Gannon. First and foremost, in loans to their members. That 
is one of the primary functions of a credit union—to promote thrift 
and make loans to its members. 

Mr. McDonoveu. What rate of interest do you pay the share- 
holders? 

Mr. GANNon. On the average, about 3 percent dividend. 

Mr. McDonoveu. What interest do you charge on the loan? 

Mr. Gannon. One percent per month is the maximum that may 
be charged. 

Mr. McDonovaeu. What is the length of the loan? 

Mr. Gannon. The statute has a maximum maturity of 36 months, 
the Federal act. 

Mr. McDonoveu. And in addition to loaning the money to share- 
holders, do you invest otherwise? 

Mr. Gannon. They may invest in United States securities, shares 
or savings and loan institutions, or loans to other credit unions under 
certain limitations. 

The CuHarrMAN. From your experience, what do you think of the 
credit unions; do you think they have served a good purpose? 

Mr. Gannon. Yes, sir. 

The CHarrMan. What has been their losses? 

Mr. Gannon. Their loss ratio has been very, very small, sir. | 
think it is about seventeen one-hundredths of 1 percent of the total 
loans made have resulted in losses. 

Mr. McDonoveu. What security do you require? Do you require 
garnishee on the wages? 

Mr. Gannon. No, sir. The Federal act provides that all loans in 
excess of $400 must be secured or collateralized. That may be in the 
form of a chattel mortgage; it may be a comaker’s signature; or it 
could be any type of collateral that the member might offer, but any 
loan in excess of $400 must be secured or collateralized. 

Mr. McDonoveu. Is $400 the maximum loan? 

Mr. Gannon. Unsecured loan; yes, sir. 

Mr. McDonoveu. What is the maximum you can loan on a secured 
loan? 

Mr. Gannon. Ten percent of the unimpaired capital of the credit 
union. 

Mr. McDonoveu. You mean you could loan that amount to one 
individual? 

Mr. Gannon. Yes, sir. 

Mr. McDonoveu. Ten percent of the unimpaired capital? 
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Mr. Gannon. Yes, sir. 

Mr. Berrs. You have the floor? 

Mr. Mutter. I thought I had. I never mind any member 
interrupting. 

Mr. Berrs. You are very generous on that. 

I would like to ask one question: 

You told Mr. McDonough the interest rate is not over 1 percent a 
month. What is the average? 

Mr. Gannon. The average is that. Some of them pay 1 percent a 
month; some of them go as low as one-half. The majority pay 1 
percent a month. 

Mr. McDonoveu. Your statement is to the committee that you 
are in agreement with the other credit unions you represent? 

Mr. Gannon. I am speaking in behalf of the Bureau of Federal 
Credit Unions in the Department in my statement. 

Mr. McDonoveu. There is no disagreement among the various 
credit unions? 

Mr. Gannon. Not that I know of, sir. 

Mr. Mvuurer. Now, may I continued? 

Mr. Boron. Just one question. 

One percent a month, then, is equal to about 14 or 15 percent a year? 

Mr. Gannon. It would be 12 percent, sir. 

Mr. Boiron. It is not cumulative each month? 

Mr. Gannon. No, sir; 1 percent a month on the unpaid balance. 
That is the maximum. 

Mr. Brown. The great majority of loans are short-term loans; is 
that true? 

Mr. Gannon. Yes, sir. 

Mr. Brown. One to six months are short-term loans? 

Mr. Gannon. Yes,sir. The majority issmall. I think the average 
is under $400—the average loan made. 

Mr. Mutter. Do you know whether any bill similar to H. R. 8273 
which was introduced by Mr. Patman on January 9, 1956, or any which 
was similar to his H. R. 9983 of March 15, 1956, has been introduced in 
the other body—in the Senate? 

Mr. Gannon. Yes, sir. I am sure they have identical bills. 

Mr. Mutrer. Identical to both of them? 

Mr. Gannon. I have the numbers of the bills here, I think, sir. 
S. 3540 is identical to H. R. 9983. 

Mr. Murer. How about the other? 

Mr. Gannon. S. 3538 is identical to H. R. 8273. 

Mr. Mutrer. The same Senator introduced both bills on that side? 

Mr. Gannon. Lam not sure. I think Mr. Rhodes can answer that 
question for you. 

Mr. Ruopes. That is right. 

Mr. Murer. Has there been any hearing by the committee on the 
other side? 

Mr. Gannon. No, sir. 

Mr. Mutrer. Has there been any scheduled? 

Mr. Gannon. I don’t know. Mr. Rhodes will have to answer that. 

Mr. Murer. Do you think there is a possibility, if this committee 
should report this bill favorably and the House passes it, we can get 
any action this session by the other body? 

Mr. Gannon. I don’t know, sir. 
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Mr. Mutrer. Isn’t it most unlikely you can get this bill through in 
these last few days of this session? 

Mr. Gannon. I would presume that. 

Mr. Mutrer. Let me ask. you this: 

You said, I think, that as far as you know, all the credit unions are 
in agreement with H. R. 9983. 

Mr. Gannon. Yes, sir. 

Mr. Mutter. Do you know how many of the credit unions have 
seen the bill? 

Mr. Gannon. No, sir; I wouldn’t have any idea. I know it has 
been publicized in the credit union publications since it has been 
introduced. 

Mr. Mutter. What you mean, then, is that, so far as you know, 
no one has contacted you on behalf of any of these credit unions and 
told you they disagree with the’ bill or any provisions of it? 

Mr. Gannon. No, sir. 

Mr. Mutter. Have any representatives of a credit union—not of 
associations, but representatives of credit unions—been in touch with 
you about H. R, 8273? 

Mr. Gannon. No, sir. 

Mr. Mutter. Was that one publicized? 

Mr. Gannon. Yes, sir. 

Mr. Mutter. I want to know from you as a representative of the 
Government, whose duty it is to protect these agencies and supervise 
them, these credit unions, how much of this you are familiar with. 

You said something to the effect that the loan committee will review 
the action of the loan officer, if this bill should be passed ; the loan officer 
is appointed, and then his actions will be reviewed by the loan com- 
mittee in accordance with the terms of H. R. 9983? 

Mr. Gannon. That is right. 

Mr. Mutter. But that will be after he has actually made 
approved, and disbursed the loan? 

Mr. Gannon. Yes, sir. 

Mr. Mutter. All the review committee will be able to say to the 
loan officer if they don’t like the loan he has made, is, ‘‘Don’t make 
this kind of a loan again,” or to fire him because of the bad loans he 
is making; isn’t that so? 

Mr. Gannon. They, first of all, will prescribe limitations under 
which he may operate. Then the postreview would be an examina- 
tion to determine whether or not he operated within those limitations. 

Mr. Mutter. But vou won’t be able to recall the loan once he 
approved it and disbursed it? 

Mr. Gannon. No, sir. 

Mr. Mutter. The loan committee won’t be able to recall the loa 

Mr. Gannon. No, sir. 

Mr. Mutter. So if he goes beyond his limitations and violates ti 
instructions of the credit union or the board of directors, the only 
recourse will be to fire him or to tell him not to do it again? 

Mr. Gannon. Recourse under the surety bonds will take care of it. 

Mr. Mutrer. What is that? 

Mr. Gannon. That isa faithful performance bond. 

Mr. Mutrer. What has that been interpreted to mean? 

Mr. Gannon. Well, to discharge their duties well and faithfully so 
that if they approve loans that were not within the limitations, they 
would be lacking faithful performance. 
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Mr. Murer. Except for suits on these bonds, instituted by the 
credit unions for embezzlement or forgery or theft, do you know of a 
single instance where a bond penalty was enforced for the purpose of 
maki: ng the man pay back a loan or making him pay the amount of a 
loan that he had made that was contrary to the rules and regulations 
of the credit union? 

Mr. Gannon. There have been cases where the surety has repaid 
to the credit union. 

Mr. Mutter. He violated the rules and regulations and went out- 
side of the limitations? 

Mr. Gannon. Yes, sir. 

Mr. Muurer. How many such cases have there been? 

Mr. Gannon. Very small number, because there have been a very 
small number of violations. 

Mr. Mutrer. Can you supply to us the details of those small num- 
ber of violations? 

Mr. Gannon. I don’t know whether we could from the information 
we have. We will make an attempt, Mr. Multer. I would be very 
happy to supply it if I have it. 

Mr. Mutrer. You don’t have that information oh file as to these 
violations? 

Mr. Gannon. Well, you see, we have with respect to our contact 
with the credit union. If we make an examination and find illegal 
loans, then they are reported to the surety and we are apprised of the 
action. However, it is possible that a credit union might make a 
claim under surety and not inform us, although we try to maintain 
contact in all those cases. 

Mr. Mutter. To what extent do you supervise the activities of 
the credit unions? 

Mr. Gannon. Sir, we examine each Federal credit union substan- 
tially annually. I think for the last year we examined about 89 per- 
cent of the Federal credit unions within the calendar year, so that it 
may be 13 or 14 months between a period of examination, but it is 
anticipated and we always work toward a 100 percent examination 
program. 

The CuatrMan. I suggest it is impossible to go into the executive 
session on this bill now. I think we might hear Mr. Rhodes. 

Mr. Mutrer. I would like to get through with this witness first, 
Mr. Chairman. 

The CuarrMan. How long will it take? 

Mr. Mutrer. I don’t know. I don’t know how long his answers 
are going to be to my questions. 

The CHarrMan. You have had the witness all morning. 

Mr. Muurer. Yes, I have, and every other member has asked 
questions of him. 

The CHarrMan. You can continue for 5 more minutes, and then 
we are going to call Mr. Rhodes, because it isn’t fair for one member 
to take all the time. 

Mr. Murer. Mr. Chairman, I will yield the witness to any mem- 
ber who wants to ask him questions, and when they are through, I 
want to complete my examination of this witness, and I am not going 
to accept the limitation of 5 minutes. 

The CHarrman. All right. 
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Mr. Mutter. Do you want me to yield the witness now and then 
take him back when other members get through, Mr. Chairman? 

The Cuarrman. I don’t care if he comes back some other time. 
We are not going to vote the bill out, and we can’t vote it out today. 
I want to hear Mr. Rhodes. Ihave got a right to hear other witnesses, 
too. 

Mr. Mutter. You have a right to hear every witness. So have 
we. If you are not going to vote the bill out, let’s proceed to have a 
full and complete hearing. 

The CHarrmMan. We can’t have it because the House will meet at 
11 o’clock. 

Mr. Mutter. You mean because the House is going to meet we 
are not going to have another hearing on this bill? 

The CuarrMan. Will we have another hearing? 

Mr. Mutter. Yes. 

The CHarrMan. If this bill isn’t passed at this session, we will 
have to have another hearing on it to pass it. I think you ought to 
be reasonable and agree to something sometime. 

Mr. Mutrer. Mr. Chairman 

The CHarrMan. You can continue for 5 minutes and I want to 
hear Mr. Rhodes. 

Mr. Mutter. Mr. Chairman, I am going to be reasonable, but I 
am going to insist that you follow the rules of the House, and of this 
committee, and I am going to insist that all bills that you call up for 
hearing be given a full and fair and complete hearing and that every 
member be given the opportunity to examine every witness who comes 
here. 

The CuarrMan. You are certainly not in any position to talk about 
every member. If every member takes as much time as you do, we 
would be here for months on any bill. 

Mr. Mutter. We should be here for months. If this bill is so 
important that every member should take months to examine about 
it, we should be here for months. 

The Cuarrman. After 5 minutes, I will call Mr. Rhodes. If you 
want to, continue. 

Mr. Mutter. Please understand, Mr. Gannon, none of this is 
directed against you. 

Mr. Gannon. Yes, sir. 

Mr. Mutter. Do you know why the other body has not considered 
this bill? 

Mr. Gannon. No, sir, I do not. 

Mr. Mutter. Now, you said something about loans to members, 
and that loans by credit unions can be made only to members, and 
that is a correct statement of the law and the rules and regulations 
applicable to credit unions? 

Mr. Gannon. That is right. 

Mr. Mutter. As a matter of fact, however, a man can become a 
member of the union the same day he makes application for a loan 
by buying a share in the union for a nominal amount, and at the 
same time, file an application for a loan; isn’t that so? 

Mr. Gannon. That is right, sir. If he is within the field of mem- 
bership of the credit union, he may apply for a membership, and 
deposit the initial amount toward the purchase of a share of stock. 
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Mr. Mutter. If the credit union’s activities are limited geographi- 
cally, if the member is within the geographic unit or if it is limited to 
certain employees, if he is one of those employees, then he may go to 
the credit union, he may buy a share for as little as $5, and at the same 
time apply for a loan for as much as $400? 

Mr. Gannon. That is right, sir. 

Mr. Mutter. Then if his note is secured by endorsements of other 
members or by other collateral, he can get his loan? 

Mr. Gannon. After he has been approved by the directors as a 
member. 

Mr. Mutter. You may ask him to supply some outside collateral, 
such as chattel mortgages or other kinds of securities? 

Mr. Gannon. Yes, sir. 

Mr. Mutrer. Under the regulations relating to credit unions, col- 
lateral within the meaning as used by you—that the loan must have 
collateral if it goes beyond a certain amount—means an endorsement 
by another member of the union? 

Mr. Gannon. Or other acceptable collateral. 

Mr. Mutter. But if the loan officer or the loan committee so de- 
sires, he may make the loan to that new member who has only a $5 
share in the credit union, if some other member will endorse the note? 

Mr. Gannon. Yes, sir; I would presume so, although I think it 
would be quite unusual for a loan officer to be given authority to 
extend loans to new members. 

Mr. Mvutrer. Is there any limitation on it here? 

Mr. Gannon. No, sir; not per se. 

Mr. Mutter. Is the credit committee now limited in any manner 
from making loans to new members? 

Mr. Gannon. No, sir, they are not—not by statute. They have 
their own regulations and in some instances they would refuse to make 
loans to a person that they didn’t have full knowledge of; for instance, 
a new employee. 

Mr. Mutter. Before I came to Congress in 1947, I was fairly con- 
versant with the operations of credit unions throughout the country. 
Up to that time I knew of no restriction by the credit unions against 
a new member making a loan, provided it was otherwise secured by 
endorsements or such other security as he could produce. Isn’t that 
still the rule? 

Mr. Gannon. I think generally that is true, sir. They would 
require collateral from a new member where otherwise they might loan 
an older member $200 unsecured. 

Mr. Muurer. If the member had $150 in shares, there would be 
little danger in lending such member $200? 

Mr. Gannon. That is right. 

Mr. NicHoutson. May I ask a question? 

Mr. Mutrer. Let me ask a question, and I will yield. 

If a new member came in and made a $5 purchase of a share, and 
then applied for a loan, the loan committee should make sure that he 
has sufficient endorsements that would be as safe as lending to an 
older member? 

Mr. Gannon. Yes, sir. 

Mr. Muurser. I yield to Mr. Nicholson. 

Mr. NicHoison. I wanted to ask you one question. I just came 
in. 
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Does this bill affect our credit unions in Massachusetts in any way? 

Mr. Gannon. Yes, sir; any Federal credit unions. 

Mr. Nicnotson. Have we Federal credit unions in Massachusetts? 

Mr. Gannon. Wehave both, sir. You have the original State law, 
you see, so that is much older. 

Mr. Nicuotson. Does this legislation affect the State credit unions? 

Mr. Gannon. No, sir; it would not affect them. 

Mr. Nicuo.son. In no way? 

Mr. Gannon. In no way, sir. 

Mr. Nicuoutson. Thank vou. 

The CHarrMan. Well, your 5 minutes have passed. 

i would like to have Mr. Rhodes testify as to how this bill was 
introduced. 

Take the stand, Mr. Rhodes. 

Mr. Mutter. Mr. Chairman, my 5 minutes with this witness has 
fully expired. 

Now, if there is no other member of this committee who desires to 
ask Mr. Gannon any questions, | insist upon my right to proceed to 
ask him further questions. 

The CuarrmMan. Mr. Rhodes, take the stand. 


STATEMENT OF HUBERT M. RHODES, WASHINGTON REPRESENTA- 
TIVE OF THE CREDIT UNION NATIONAL ASSOCIATION, INC. 


Mr. Ruopes. Mr. Chairman—— 

The CHarrMan. Identify yourself, Mr. Rhodes. 

Mr. Raopes. I am Hubert M. Rhodes, the Washington repre- 
sentative of the Credit Union National Association, Inc. 

I haven’t a prepared statement. 

The CHarrRMAN. I want you to state who introduced this bill, why 
it was introduced, and why it was set for hearing. I wish you would 
state that. 

Mr. Ruopers. We have in the Credit Union National Association 
a large portion of the federally chartered credit unions, and for some 
time the question has been before the national board of directors with 
respect to seeking a change in the Federal act which would enable the 
federally chartered credit unions to improve their service to members 
and to relieve the volunteer credit committees of some of the detail 
of having to meet and consider all and every application for a loan, 
and after due consideration by the legal and legislative committee of 
otr national organization, a draft of a bill was drawn up and we asked 
Congressman Patman early in the year—in March, I believe it was— 
to introduce it for us. 

Subsequently, a week or so later, the companion bill was introduced 
in the Senate by Senator Sparkman, for himself and Senator Beall. 

We have sought to get consideration of both of the bills as best 
we could since that time, but we have found, of course, that both 
committees—the Banking and Currency Committee of the Senate 
has the Senate bill—have been very busy with a lot of major legis- 
lation, so we have kind of waited and hoped that there might be an 
opening so the committees could take up our Federal legislation. 

This proposed amendment was initiated by the credit union move- 
ment, the organized credit union movement. It has its full support 
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and we are quite desirous of having the proposed legislation enacted, 
if at all possible. 

I might say, in an effort to help answer the question that Congress- 
man Multer asked earlier, there has been no hearing scheduled on 
the Senate bill yet, but we have had assurance from Senator Robert- 
son, who is chairman of the subcommittee of the Banking and Cur- 
rency Committee, that he would try to get the bill through—or this 
one, if it passed the House—if the House committee and the House 
gave favorable action to the proposed legislation. 

I hope that might answer the question. 

The CuarrMan. How essential do you think this bill is to the 
expedition of the administration of the affairs of the credit union? 
What has been your difficulty? 

Mr. Ruopes. Well, sir, I think a number of the credit unions—I 
would say a good many of the large ones—have been somewhat 
handicapped, maybe, in having to go through the required procedure. 
We do try to comply with the law, and that specifies that there must 
be a meeting of the credit committee to consider all applications for 
loans. We have had this situation, for example: 

A person may come in and have an urgent need for some of his 
money. He has saved it in shares. For example, he might have a 
hundred dollars in and needed a hundred and would like to borrow 
on it, instead of withdrawing his savings. However, he is told he will 
have to wait for several days until the committee can meet to pass on 
an application for a loan, although fully secured by his own savings. 

I would say he would take his money out, if the need is urgent 
enough, and withdraw his savings, rather than to have to wait to 
get the loan. So in a way that affects the service to him. But so 
far as the committee carrying on, it has been able to do so until now, 
and of course will until the act might be amended to permit the 
appointment of a loan officer. 

The CHatrMANn. The loans would be made to members owning 
shares of stock; wouldn’t they? 

Mr. Ruopss. Yes, sir; they would in a certain respect. That is, 
if the treasurer or assistant treasurer might be appointed a loan officer, 
such person, official, could approve and disburse immediately a loan 
fully secured by unimpaired shares. If there are other cases within 
certain other limitations which the credit committee laid down, this 
person might approve it, but he could not disburse the funds if he 
is the treasurer or the assistant treasurer and should happen to be 
the loan officer. 

The Cuarrman,. Tell us something about the credit unions. What 
is the extent of the credit unions? What is the membership of the 
credit unions of the United States? 

Mr. Ruopes. As of the end of last year, the number of Federal 
credit unions was 7,806. Their actual membership was 4,032,220. 

The CHaiRMAN. What is the extent of the State unions? 

Mr. Ruopgs. About the same. According to the figures we have, 
there are approximately, out of our total, 49 percent with Federal 
oe and 51 percent of our total in the aggregate have State 
charters. 


The CHarrmMan. When were credit unions first formed in this 
country? 
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Mr. Ruopss. The first one in America was organized in 1900 in 
Canada, in the French Canadian parish at Levis, Quebec. 

The first one in the United States was in New Hampshire in 1908, 
and a little later on—in 1909—Massachusetts enacted the first State 
credit-union law, and our development really began after the enact- 
ment of thatlaw. We had 199 credit unions at the beginning of 1921, 
and then an effort was carried on to get legislation in other States 
and to get the formation of credit unions under such laws when they 
were enacted, and when the Federal law was enacted in 1934, there 
were not quite 3,000 credit unions in the aggregate, taking all the 
States that then had laws and all the credit unions that had been 
formed underthem. Soourdevelopment has become very rapid since 
the enactment of the Federal law. 
$ The CuHarrMan. Is the increase continuing now at the rate it has 

een? 

Mr. Ruopes. It was not quite so good last year as the year before, 
but is increasing pretty rapidly right along. 

The CHarrmMan. Now, the credit unions may be formed for the 
employees of one industry. Is there any limitation on the amount of 
members that have to subscribe to form a credit union? 

Mr. Ruopes. You are right that the credit union is organized to 
serve a particular group. It could be an industrial group or some 
group which has a mutual bond,of interest. 

Usually there should be a potential membership of around 100 to 
qualify in that respect to get a charter, and out of that number, 7 
interested persons could become a group of incorporators and apply 
for a charter, each of whom would agree and pledge to take a share of 
stock in the credit union when it is completed, which share is usually 
$5. So with an initial pledge of $35, so to speak, a credit union could 
start. 

The CHarrMan. How are the credit unions distributed with refer- 
ence to the number of employees? Are there many small industries 
that have a credit union or is it confined to a great extent to the larger 
industries? 

Mr. Ruopes. No, sir; there are all sizes, and small industries have 
credit unions as well as larger ones. We have really had credit unions 
formed for groups, the total membership of which was under a hun- 
dred; now most of them do have a possible membership of around 100 
before deciding to organize, but small groups do operate credit unions 
very successfully. 

The CHarrMan. Have the smaller credit unions been operated with 
the same efficiency and business ability that the larger ones have been 
operating? 

Mr. Ruopes. Our experience shows so; yes, sir. 

The CuHarrman. I know at home there is a credit union formed of 
postal employees. Has it been usual for the Government employees 
to join credit unions? 

Mr. Ruopss. Yes, sir. I think postal employees and Government 
employees were among the first to begin credit unions. 

Back in 1923, through the interest of the Post Office Department, 
and the officials—the First Assistant Postmaster General in particu- 
lar—great impetus was given to the proposal to form credit unions 
throughout post offices in the country, and many of them organized 
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along then and subsequently, and they have been among our most 
successful ones. 

There is widespread organization of credit unions among Govern- 
ment employees, Federal, municipal, State, or county, and they have 
been singularly successful. 

The CHarrmMan. How do your interest rates to borrowers compare 
with the interest rates charged by the private financial institutions? 

Mr. Ruopes. As was stated earlier, the maximum permissible under 
law-——under the Federal act and under most State acts—is 1 percent 
per month on the unpaid balance. That is comparable with 6 percent 
interest discounted, if loans are paid back in installments, but in the 
credit union, there can’t be any extras added—no investigation fees 
or service charges or anything to make that true rate greater than 1 
percent a month. 

Now, I understand that there are institutions licensed and super- 
vised that operate to make personal loans which can charge higher 
rates than that. The rate, as I have indicated, of 6 pereent discounted 
is about the same as this, and a lot of institutions charge that, but we 
feel that in comparison with other rates, our rate is very fair and very 
reasonable, and it enables the credit union to take care of the expense 
of Government supervision and examination, and the overhead that 
it has. It has to set aside its required part for reserves, and it returns 
some portion, modestly, to those whg are saving; so the credit union 
member uses his credit union and borrows from it, and he will get 
back part of his interest indirectly as dividends or interest on hisshare 
account. 

Mr. Mutter. Mr. Chairman, the House is now in session. When 
will these witnesses be called back so we can examine them, and so 
that this witness may complete his statement? The House is now in 
session. 

The Cuarrman. When will these witnesses be called back? 

Mr. Mutter. Yes. 

The CHarrman. If we don’t pass the bill out today, I don’t suppose 
they will be called back. 

Mr. Mutter. The House is now in session, Mr. Chairman. 

The CHarrmMan. Do you make that point of order? 

Mr. Mutter. I make that point of-order. There are just seven 
members of this committee in attendance at. this time. 

The CHarrMan. That is all right. The point is sustained. 

Mr. Mutter. Thank you. 

(Whereupon, at 11:05 a. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, July 24, 1956.) 
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